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In both public statements and interviews, most leading traders repeatedly said they
bought or sold cheese on the NCE primarily because they had shortages or surpluses of cheese.”
However, a variety of documentary evidence supports the hypothesis that leading cheese
companies had a financial motive for attempting to influence NCE prices. An executive of a
leading cheese marketer explicitly stated that the interest in NCE prices of companies selling
stroné brands conﬂlcts w1th the 1ntercst of those sellmg pnmanly pnvatc label brands to retailers
or to food serv1ce customcrs He explamed that most compames scllmg branded products at list
prices, | | |

...would like to see a lower cheese market. That will give [them] the best...profit
opportumues [Such opportunities occur because] they have list prices, and therefore,
they like to see, you know, not the lowest...but they like to see...certain low points in the

checsc market. a

On thc other hand, compames hkc Beatnce and Schrexber that sell substantxal amounts of
pnvate label brand processed chcese or checsc food to retallcrs and food service customers have
an mtcrest m hlghcr NCE pnces As explamcd above, if compamcs fonnula-pncc thexr sclhng

price for processcd cheese and checsc food products off the NCE, their pnce-cost margms rise

*  Some buyer-traders have said they buy primarily on the NCE because they need cheese
and that NCE prices are lower than the spot market. While this may explain some of the
buying activity of Beatrice, Mid-Am and Schreiber, it does not explain why these buyer-
traders bid up prices repeatedly in a rising market, sometimes for weeks, without getting
any cheese on the NCE. The only rationale for such bidding is to raise pnces, either to
raise their cheese margins or as a signal that the tradcrs behevc higher pnces are needed

to assure an adequate supply of bulk cheese.

o Borden, Inc., Han Kim, Vice President-General Manager Refrigerated Products, typcd
transcript of recorded interview, August 31, 1993, pp. 68-69.
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with increases in NCE prices, other things remaining the same.” The executive of a leading
company stated that because of their conflicting interests, "Beatrice and Schreiber will be at one

side of the camp, whereas Kraft will be at the other side of the camp as to how they perceive the

pﬂccs w93

One trader identified Kraft and Beatrice as market leaders, saying he déferred to their
judgment. As he putit,

[Elarlier this year Beatrice was bidding--we didn't feel that the market would be going

up, but...we don't have the clout or the backing of a big inventory to offer a counter

opinion. We just kinda sit there and scratch our heads and say, you know, we don't

understand why the market's going up. And we can only assume that Kraft and the other
people who do have these big inventories,...share the same opinion as Beatrice.*

One cooperative executive acknowledged that agricultural cooperatives have an inherent interest
in higher NCE priccSi; B | | | |
AMPI and Mid-Am,...if [they] have any bias, it would be toward Wanﬁng highér prices.
[They] certainly want higher prices, but [they] must accomplish that within the
constraints of the marketplace....” ‘ ‘
In 1988, the CEO of Mid-America, Gary Hanman, stated explicitly in a memorandum to
Mid-Am members that the cooperative had succésSfully taken three Steps to increase milk prit:cs

of farmer members.

% See text at notes 40 and 41 this chapter.
% [[Source deleted from pubiic report as not essential.]]
o [[Soutce deleted from public’réport as not ,cssentiali,]]

% Interview of Mark Firth, North Central Regional Manager, AMP], typed transcript of
recorded interview, July 29, 1993, p. 39. o
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- With your help, we've convinced Congress to increase price supports, we've increased

over ordcr prermums, and we ve razsed the Green Bay Cheese M, arket %

He elaboratcd on the last pomt as follows

Mld-Amenca Farms bld thc Grcen Bay 40-1b block chccsc market up 4¢ per pound

- de»Amcnca Farms needed some cheese--and went to the market to buy. On Friday,

July 29, we moved the market up 2.5¢ per pound and bought two carloads of cheese
(80,000 1bs.). The following Friday, on August 5, we again bid for 40 1b. blocks of
cheese--moved the market up another 1.5¢--and never bought a pound of cheese. These

- two cheese markct movements wﬂl be the equlvalent of 40 cents per cwt. in your future
: 'mﬂk chccks : i ; ,

i Accordmg to a prcss roport, Mr Hanman agam rcferrcd to MJd-Am s actmty on the

NCE at subsequent Mld-Am mformanonal meetmgs '

According to Mr. Hanman, the way to get a better price for all farmers is to boost the
Minnesota-Wisconsin price series. He said Mid-America had started to bid at the Green
Bay Cheese Exchange and has been able to help boost that price although it had to
purchase very little cheese on the open market because of the tight supply.

"We had decided to get into the market. The only way to move the Minnesota- -
Wisconsm pnce 1s to try to buy chocsc on that market," hc smd.98 e

' Mld-Am s acnon caused NCE pres1dent Rlchaxd J. Gould to call a spec1a1 meetmg of the

Board of Dn‘ectors of thc NCE o Because Mld-Am s actxon had allegedly damaged the

' Mid—Am MembérMcmos vbl’ 15, August' 1988’ .1 '(Emphasis 'éddcd.)
' Mld Am Member Memos, Vol XVI, August 1988 Pp. 12.
R The Country Today, Scptcmber 7, 1988 p. A8. Although the date on whlch Mr. Hanman
- made the above statement was not given by this source, Agri-View, September 9, 1988,

“Section 2, reported that Hanman had made a similz
~meeting at Eau Claire and at other meetings in Mid-Am's territory. Hanman reportedly

remark at a September 1, 1988,

said that co-op managers were "disturbed that the M-W didn't move in June...the way to
move the M-W was to buy at Green Bay." Joel McNair, "de—Amenca Temporanly Off

o Exchange,“ Agrz—Vzew, SecnonB Scptember 15, 1988.

The minutes of that meeting state, in part: LT S '
' A special meeting of the Board of Directors of the National Cheese Exchange was
- held on September 2, 1988, ...to consider action against Mid-America Dairymen,
Inc...in communicating to its members that through its activities at the Trading
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“integrity of the Exchangc and the validity of its transactlons," the Board adopted the motion of
Exchange president Rlchard J Gould that Mld—Am bc "suspcndcd from the pnvxlegc of tradmg
on the Exchangc fora penod of two months," the maximum pcnmss1b1e suspcnsmn
In a letter to Mld-Am s general counscl cxplalmng the NCE's action, Pres1dcnt Gould !
said: ey ) |
FirSt of all,':yo‘u should understand that the Board bf Directors of the Exbhange does not
believe any action of Mid-America Dairymen, Inc., manipulated the Cheese Market on
July 29, 1988, or August 5, 1988. It is generally known that the recent price increases
have been a result of general market condition and that no one individual member can

manipulate prices on the National Cheese Exchange, Inc. Prices move as a result of

interactions between buyers and sellers and general market conditions (emphasis
added).'®

pET—

o —
L

Sessions of July 29, 1988, and August 5, 1988, it had increased the price of
cheese and thereby the price paid its members for milk....While the Board was
satisfied that Mid-America Dairymen, Inc. had not by its bidding on the two dates

- mentioned increased the price of cheese, the letter represented and boasted to its
recipients that the price of cheese had been unilaterally manipulated through the
bidding activities of Mid-Am for the benefit of its members.

The assertion that Mid-Am manipulated the upward movement of cheese
prices was obviously damaging to the reputation of the Exchange in that it
implied that its members can use the facilities of the Exchange for illegal pnce
ﬁxmg purposes. The letter was felt particularly detrimental to the Exchange in P

- view of the fact that the Exchange and its members had within the past year been E
- publicly accused by members of the Wisconsin Legislature of illegal price fixing
-and had been the subject of an investigation by the State of Wisconsin Attorney
General. Minutes of the. Dxrcctors, Natwnal Cheese Exchangc, September 2,
1988. (Emphas1s added.) : , ;

Smmmm—

100 RJ. Gould President of NCE, to Wayne H. Hoecker, Gage & Tucker, “Re Mld-
America, Inc., September 6, 1988." Mid-Am counsel had previously written R.J. Gould
that "Mid-America Dairymen vigorously denies that its actions on the Exchange on July
29 and August 5 constituted any sort of market manipulation. These actions were taken
for the legitimate purpose of buying cheese to fill market demand." Wayne H. Hoecker
to Richard J. Gould, September 2, 1988.
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- Ataspecial NCE Board of Directorsmeeting September 23, 1988, Dr. Lonnie Spurgeon‘,
of Mid-Am was given an opportunity to explain Mr. Hanman's memo dated August 1988.'"
Following a discussion of the matter, no motion was made to lift the suspension.'®

‘One significant aspect of the Mid-Am affair is that the Board of Directors scemed

preoccupied with protecting the integrity and reputation of the Exchange as a highly competitive
market rather than with considering seriously whether Mid-Am's action may have raised prices
or may have been taken in concert with othérs. The Board summarily dismissed the possibility
that market mahipulétionv had o::cumed, 'Eccaﬁse, as Mr ‘Gould asserted, "It is generally known
that...no one individualcan‘manipnlatésprices on the National Cheese Exchange, Inc. Prices
move as a result of interaction between buyers and sellers and general market conditions."'*

The Board's deliberation and action focused solely on Mid-Am's NCE bidding in blocks

only on July 9 and'August 5, thedays menﬁonedin,,tlzc,MidreAm:mcmorandum, even though

11 The Board mmums report that i ;

Mr. Spurgeon...stated, among other thmgs, that he consxdcred that thc words used

by Mr. Hanman in the memo were not the best but that this was Mr. Hanman's
way of "completely communicating" with Mid-America's members. Mr.

~Spurgeon apologized for the words that were used and admitted that the memo

cast the Exchange in a bad light, regretted that Mr. Hanman had used the words
that he did use in the memo and acknowledgcd that the activities of Mid-America
could not have resulted in an increase in cheese pnccs Mr. Spurgeon concluded
by asking the Directors to consider lifting the suspension. Minutes of the Board
of Duectors, Nauonal Cheese Exchangc, September 23, 1988.

12 Id. In another acnon, the Board amended Section 4 (@) of Arncle I of the Exchange
Bylaws to read, in part, that a member can be suspended from trading "for any conduct
considered detrimental to the interests or welfare of the Corporation. Suspension in each
case shall be for such penod of time as may be designated by the Board of Directors not
exceeding six months.” This acnon mcreascd the perrmssable ;)enod of suspenswn from

- two months to six months. Id. £ ,

103 R J. Gould, President of NCE, to Wakync’ H. Hoecker, General'counscl,'Mid-America
Dairymen, Inc., September 6, 1988.
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Mid-Am also led bidding for blocks in the following two weeks, when block prices rose 2.75
cents per pound and 4.75 cents per pound, respectively. On neither day were Mid-Am’s nor any
other traders' bids filled.

While analyzing the situation, it is useful to place Mid-Am's activity in a broader context,
as well as Mr. Hanman's comments regarding this activity. In prior years Mid-Am had made
very few ‘pu'rchases on the NCE. In fact, it had bought no loads in 1987, the first full year Kraft
was exclusively a seller-trader on the Exchaxige,‘ accounting for 70 percent of barrel sales and 47
percent of total sales.'® InfaSeptcmber 1987 memo to members, Mid-Am CEO Hanman
accused Kraft’s large sales on the NCE of both holding down the cheese market and
manipulating the price of cheese.'” NCE president Gould, in commenting on that episode in-
1988, wrote, in part:

- It was obvious then and it is obvious now that Gary [Hanman] does not understand the
function of the Exchange and does not seem to care about learning,'®

Pcrhaps Mr Hanman had mferred that smce Mr Gould apparently believed Kraft's
extensive sellmg actmty on the NCE posed no threat of markct mampulaﬂon, neither would he
consxdcr de-Am s buymg to be problemauc If the actwmcs thcmselvcs were not against
rcgulauons, then Mr. Hanman v1olated NCE mles only bccausc he told his members why he was
buying. In 1988 de-Am bought only six loads on the NCE (1 7 perccnt of total purchases on

the NCE), whereas Kraft made 77 perccnt of all salcs on the NCE in that year

14 Table 4. 1 and Appendxx Table 4.1a.

19 National Cheese Exchange, "Mid-America Farms Suspensmn," September 6, 1988. This
is a file memorandum written by Mr. Gould. ,

% Id.,p.2.
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- Following its two month suspension, Mid-Am virtually ceased trading on the NCE for
over one year. It bought only three loads in the last two months of 1988 and sold three loads in
1989. Mid-Am resumed buying on a modest scale (48 loads) in 1990. It then became the largest
buyer on the NCE in 1991 and was second only to Beatrice in 1992 and 1993 (Table 4.2). The
NCE president and Board apparently have not objected to this activity.

Mr Gould was correct when he concludcd that Mid-Am had not unilaterally increased
NCE pnces in Iuly and August 1988 Although Mid-Am led the b1dd1ng on each of four weeks
in J uly and August, it was Jomcd by othcr buycrs, parucularly Beatnce Indeed Mr Hanman
told his members that Mid-Am had not done it “by ourselves.”™ Moreover, seasonal market
conditions doubtless warranted'som¢ price increases in this period.

The NCE Board was correct in concluding that Mid-Am had not "unilaterally”
?'?%manipulated prices. But given the thinness of trading on the NCE, one cannot infer categorically
that a much larger trader could not unilaterally influence NCE pﬁces or that two or more leading

traders acting in concert, either by explicit or implicit agreement, could not manipulate the thin -
NCE market. As dlSCﬂSSCd in chaptcr 3, cmpmcal studles of auction markets indicate that their
compeunve performance is mgmﬁcanﬂy mﬂuenced by the number and size d1stnbut10n of
participants.'®

, Another allegcd attcmpt to mampulate the NCE occurrcd August 24 1990. On that day,

accordmg to NCE activity minutes, after prices of blocks had fallen 2.5 cents on a series of

' Indeed Mid-Am's CEO, Gary Hanman, acknowledged as much whch he reportedly told
his members on September 1, 1988, that "Mid-Am did it. Not by ourselves, but we led
thc way." Agr:-Vtew, September 9 1988, p. 16

1% See Chaptcr 3, note 37.
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offers and reduced offers, Kraft (K) covered three offers of Alpine Lace (AP) at $1.4225 (Figure
4.1). Then, on the last trade of the day, Beatrice (BF) covered an outstanding offer by Dairystate
(DS) on two loads of blocks at $1.4325, one cent above the immediate prior offer just covered
by Kraft at $1.4225.
According to NCE president Gould, Beatrice's trader on the Exchange, ‘Jcrome Folz,
admitted to Gould follo‘wing the trading session that the purpose of the trade was
| ...to establish a higher market for 40 i)ound block. This appeared to be a deliberate
attempt of Beatrice to manipulate the market and I so advised Mr. Folz. His response
~ was that if this was "illegal" we should change the rules.'® = ARy ,
‘The NCE Board of Directors held a special meeting on this matter August 31, 1990, at
which Mr. Folz denied admitting that his trading on August 24, 1990, was to manipulate the
market. Beatrice president Robert Burns stated that NCE rules for trading contained "gray

areas" and needed improvement.''®

'The majority of the Board believed that a letter of reprimand should be prepared and sent

to Beatrice advising that because such trading activity

...could be interpreted as an attempt by Beatrice to manipulate the market and...could
result in severe criticism of Exchange activities...any further activity by Beatrice of a

19 R 7. Gould, President, to Board of Directors, National Cheese Exchange, August 27,
-1990. ‘ . i g TR T W

10 \Minutes of a Special Meeting of the Board of Directors of the National Cheese
Exchange, August 31, 1990. Bernard Golbach of Masters Gallery stated that Richard
Reski of Beatrice had asked him earlier in the week of August 24 whether NCE rules for
trading covered all posted offers regardless of prices. Golback told Reski that while
there were no rules to prevent such trading it would be extremely unlikely anyone would
do so because the buyer would likely be paying more than was necessary.
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similar nature could result in suspension from the privilege of trading on the Exchange or
expulsion therefrom,'!

"Anothcr apparent instance of trading against self-interest came to the attention of the
Exchange president March 16, 1990. On March 13, 1990, Dairystate opened block bidding at
$1.25 cents a pound, 3.75 cents a pound below the closing price during the two preceding
sessions. Kraft immediately filled the bid. After Kraft filled the initial bid, Mid-Am and
Beatrice made successive bids. Kraft filled three of these bids until the price returned to $1.2675
a pound, the brevious week's closing price."”? The customary trading practice is for opening bids
’or offers to be made at the previous week's close. When a trader departs from this pattern, the
general practice is for anbthcr trader to bid or make an offer at the previous week's closc. (For
example, August 21, 1992, Alpine Lace opened barrel bidding at $1.235, 10 cents bcldw the

previous week's close. Kraft then made an offer to sell at $1.335, the previous week's close.)

Ul 14 President Gould believed that in view of Mr. Folz's admission to him that Beatrice's
intent was to raise the price of block, "a more severe sanction should be imposed upon
Beatrice." In his letter to Beatrice, Gould said, in part, “[Y]our company's trading
activity was clearly against its economic best interests and could easily be interpreted as
an intentional attempt to manipulate the market price of 40 pound block. Such trading
was extremely inept, could result in severe criticism of the Exchange and deterioration of
its integrity." R.J. Gould to Robert Burns, President, Beatrice Cheese, Inc., September
21, 1990. Earlier President Gould said “Beatrice’s trading was not consistent with the
natural self interest of buyers to attempt to purchase at the exisitng or a lower price.”
Minutes of the Board of Directors of the National Cheese Exchange, August 31, 1990, 3.

12 graft counsel stated that this “singular irregular trade identified to have occurred in
many years covered by Kraft production was self-policed by Kraft....That one instance,
involving a mistake by an inexperienced, stand-in trader, on a single transaction, has not
re-occurred.” Tefft W. Smith, Kirkland & Ellis, to Reid Klopp, Assistant Counsel,
Department of Agriculture, Trade and Consumer Protection, “Re: Wisconsin DATCP
Investigation Regarding the National Cheese Exchange,” January 19, 1995. Actually,
Kraft made four trades on March 13, 1990. ;
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- Other traders complained to President Gould that it appeared Kraft was trying to lower
the market since normally a seller would seek a higher price before accepting such a low bid.

President Gould asked Kraft's trader, Jeff Voermans, Procurement Manager Green Bay, whether

this trade had been a mistake or ,ovér,sight. ‘Voermans reported his conversation with Gould to -

Kraft purchasing director Wayne Hangartner, in part: "His [Gould's] interpretation is that it was

b an oversight." Voermans told Gould that "in retrospect we probably should have responded

differently and that his interpretation that it was an oversight was correct."'”> Mr. Hangartner

said this matter was not brought to the attention of the Board of Directors.**

There is evidence suggesting that large traders have acted to increase pricés either

unilaterally or jointly. For example, executives of a large trader on the NCE were asked in an.

interview whether they agreed that had they not participated in trading on a particular day prices

e

would have fallen without a single purchase. They replied as follows:
First Executive: "We take all the credit we can."
*Second Exccuuvc "There's no qucstton we support sometimes."

First Exccuuve “Yeah And we've got ultcnor motives for that, thcre s no questlon
about it. We've got a [--] million pound inventory running around. At one time a lot

higher.""*

B Tradcrs havc many opportumues to exchangc market information in the normal course of

s

busmess Cheesc marketcrs neccssanly commumcatc ona regular basis with thmr commxttcd

fa T

U3 Yraft General Foods, Inc., Jeff Voermans to Wayne Hangartner, Director of Cheese
Procurement and Invcntones, "NCE 3/16 " March 16, 1990, KGF 17104.

[

14 Typed transcnpt of recorded interview of Kraft personnel, Dcccmbcr 8-9, 1992, p. 116.
Hangartner said that had he been trading that day he would have responded to the
Dalrystate bid by makmg an offcr at the prev:ous session's close. Id =

s [[Sourcc deleted in public rcport as not essential. 1l
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suppliers, and all large companies have frequent contact in the spot market. As discussed in
Chapter 6, in November 1989 one cheese marketer conducted a "poll" of nine companies with
which it did business.® It concluded, in part, that "The lowest block market anticipated by
major companies polled is $1.28. Most companies estimate the range will be $1.30-$1.32.""7
Although traders on the NCE avoid the appearance of communicating with one another
regarding prices prior to and during NCE trading sessions, ample opportunities exist for
communication in the normal course of business off the Exchange."™®

One cxamfle is discussed in an interview summary of an assistant Attorney General of
Wisconsin. Mr. Joseph Peterson, the bulk procurement and bulk sales manager of Land (0}
Lakes explained in some detail the nature of his contacts with other cheese companies. He said
he never had discussions with other companies regarding their inventory and similar information
that is considered very secret within the industry."”
He commented as follows regarding his contacts with other cheese compan\ies:
M. Peterson related that in addition to...trade association meetings he also has contacts

with other cheese companies as customers and as suppliers of cheese to Land O' Lakes
for purchases outside of the exchange....He added that during 1987 the majority of Land

16 [[Source deleted in public report as not essential.]]

7 The information companies supply one another may not necessarily reflect their actual

views. See Chapter 6, Section A. i g o :

8 parties interviewed during 1987-1988 in the course of an investigation of cheese prices

by the staff of the Wisconsin Attorney General repeatedly stated that they never spoke to
one another about prices before the opening of trading at the NCE. The investigators'
reports of these interviews are available in the offices of the Wisconsin Department of
Justice. ‘ s Dl ,

19 Ynterview of Joseph Peterson, Bulk Procurement and Bulk Sales Manager, Land O'
Lakes, Inc., by Matt Frank, Assistant Attorney General, State of Wisconsin, January
1988, p. 3. [P ‘
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O' Lakes' bulk cheese sales were to Kraft. Mr. Peterson informed that these cheese
transactions were negotiated either by telephone or over dinner on a Thursday night
- [prior to NCE Friday trading sessions] in Green Bay, Wisconsin. Mr. Peterson clarified
that the majority of the negotiations were handled by telephone and that the negotlauons
over dinner occurred only three or four times during the last year. ~
Mr. Peterson informed that the price arrived at during these negotxauons was t1ed
to the market opinion of the National Cheese Exchange. He explained that these
contracts to sell cheese to Kraft varied from a short term contract of two weeks to a one
- year contract....Mr. Peterson further related that the majority of cheese sold to Kraft by
Land 0) Lakes was sold OutSIdG of the Natlonal Cheese Exchange 120

; There is also ev1dence that a broker may mﬂuence NCE pnces to achleve the obJectwe of

its customer As dxscussed in Chapter 6 Dalrystate played the leadmg role in takmg down the

‘ barrel market on February 2 1990 apparently selhng on the instructions of a large cheese

manufacturer
- F Summary and Conclus:ons |

There is con31derab1e ev1dence supportmg the hypothems that durmg 1988~ 1993 most
leadm g NCE traders often were mouvated by the desxre to mﬂuence pnces rather than merely to
buy or sell on the Exchange The busmess charactensncs of each ﬁrm determme whether it
beneﬁts from hlgher or lower NCE pnces : ’ o

ans whose Taw matenal cheese costs are coupled dlrecﬂy or mdu‘ectly to NCE prices
and who seli most of then' fimshed cheese as sn'ong consumer brands at Wholesale hst pnces not

coupled to NCB pnces have a fmancxal mterest in Iower NCE pnces, other thmgs bemg the

% Id.,p. 4. Other persons interviewed by Wisconsin Justice Department investigators also
reported that they had many contacts with competitors in the normal course of their
business, especially in negotiating supply arrangements and spot sales. For example, see
Wlsconsm Jusﬁce Department mtervxew of Borden Foods February 4, 1988 pp 3-4.

2 gee Chapter 6, Section A.
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same.'? Kraft, Borden, and Alpme Lace are the most prormnent traders in this category Not
only does Kraft have a ﬁnancral mterest in the level of NCE pnces, but documentary evidence |
also unphes that Kraft beheved it could mﬂuence NCE pnces ”
Fxrms whose raw matenal cheese costs are coupled drrectly or md:rectly to NCE prices

and whose processed cheese pnces are coupled dn'ectly or mdirectly to NCE formula—based
‘ pnces have a modest ﬁnancral mterest in hzgher NCE pnces, other things bemg the same. The
leadmg propnetary traders in this category are Beatnce and Schrerber 123 However, at ttmes
these compames may also beneﬁt ﬁnancrally because they can buy more cheaply on the NCE
than from a comrmtted supplier or in the spot market However, examinations of leadmg buyer-
trader activity on the NCE strongly suggests that often they trade without expecting thetr bids to
be filled, sometrmes brddmg up the pnce for weeks atatimeina rtsmg market w1thout any bids
bemg covered Such acttvny supports the hypothesrs that blddmg is occurnng to mﬂuence
prices rather than to actually procure cheese The motwe for such tradmg may be either to raise
prices and thereby increase such traders’ cheese margms or to signal supphers that prices need
to be hrgher in order to insure adequate bulk cheese productton |

| Fmally, agncultural cooperatlves that seek to maximize the Jomt proﬁts of thetr farmer
members and therr cooperatrvely owned cheese enterpnses have a direct mterest in hlgher NCE

prices because this means increased milk prices to farmers. The three Ieadmg cooperauve

122 Virtually all raw material cheese is purchased from contract or committed suppliers at
NCE-based formula prices. The cost of cheese which these companies manufacture for
themselves is also coupled to NCE prices because the price of the mﬂk used in making
cheese is driven by NCE prices. |

12 Masters Gallery Food, Inc., a similarly situated but much smaller company, apparenﬂy
has the same motives as Beatrice. During 1988-1993, Masters Gallery was primarily a
buyer on the NCE (Table 4.2).
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traders, Mid-Am, AMPI and Land O' Lakes, are all major sellers of bulk cheddar cheese, though

all sell some ﬁmshed cheese products The cooperauve w1th the greatest potential interest in
lower NCE prices is Land O' Lakes, since it sells a substantial volume of finished product under
its own brand. However, benefits from this source may, at best, be modest since its ji)rands are
not as strohg as those of themarket leaders. Finally, though farmers benefit from ther NCE
prices in thefshort run, cooperative managers cannot be indifferent to the effeet higher prices
may have on long-run milk output. In the absence of control over the supply of milk for
manufacturing and without govemment support programs, the hlghest pnce cooperatlves may
achieve foyrbulk cheese is the competitive ethbnum pnce. They do, of course, have a strong
incentive so prevent NCE prices from going below this price, which may occur if NCE prices are
manipulated Jdownward
Undoubtedly the NCE has a substantial impact on the financial i mterests of cheese

manufacturers and marketers But do these compames attempt to mﬂuence the NCE in the
direction consistent‘:witll their interests and, if so, have they been successful? This chapter has
not examinedie dessﬂ the actual trading conduct of traders and the extent, if any, to which their
trading coxﬁdgci is censistent with their financial interests in the level of NCE prices. These

subjects are examined in the following chapters.
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Appendix Table 4.4
NCE Opinion Prices, Average Wisconsin Assembly Poxnt (WAP) Prices
and Premiums, Weekly, 1986-1993

Average Average
NCE NCE WAP WAP WAP WAP
NCE Barrel Block WAP  Barrel .~ Block  Barrel Block
Date Price Price Date Price 1/ Price 1 Premium 2/ Premium 2/ ~ N

----cents per pound---- ‘ ; : L

860103 117.75 121.75 860109  118.75 123.75 1.00 2.00
860110 117.75 121.75 860116  118.75 123.75 1.00 2.00
860117 117.75 121.75 860123  118.75  123.38 1.00 1.63
860124 118.25 122.25 860130  119.00  124.00 0.75 1.75
860131 118.25 122.25 860206  118.75 124.00 0.50 1.75
860207 118.25 123.25 860213  118.75  124.50 0.50 1.25
860214 118.25 123.50 860220  118.75 125.00 0.50 1.50
860221 118.25 123.50 860227  118.75 124.50 0.50 1.00
860228 118.25 123.50 860306  116.75 122.00  -1.50 -1.50
860307 118.25 123.50 860313  118.00 123.50  -0.25 -0.00 N
860314 118.25 123.50 860320  118.00 123.00  -0.25 -0.50 |
860321 118.50 123.50 860326  118.88  124.00  0.38 0.50 i
860327 118.50 123.50 860403  118.88 124.50 0.38 1.00 3
860404 118.50 123.50 860410  118.88 124.50 0.38 1.00 e
860411 118.50 123.50 860417  118.63 124.50 0.13 1.00 e
860418 118.50 124.50 860424  118.63 125.50 0.13 1.00
860425 118.50 124.50 860501  118.63 126.25  0.13 1.75
860502 118.25 124.25 860508  118.50 126.13  0.25 1.88
860509 117.25 124.25 860515  118.00 126.00 0.75 1.75
860516 -117.25 124.25 860522  118.00 126.00 0.75 1.75
860523 117.25 124.25 860529  118.00 125.50 0.75 1.25
860530 118.50 123.75 860605  118.63 124.50 0.13 0.75
860606 118.50 124.50 860612  119.13 126.00 0.63 1.50
860613 118.50 124.50 860619  119.13  125.75 0.63 1.25
860620 118.50 124.00 860626  119.13 125.25 0.63 1.25
860627 118.50 124.00 860702  119.13  125.25 0.63 1.25
860703 118.50 124.00 860710  119.13 126.00 0.63 2.00
860711 119.25 125.00 860717  119.50 126.50 0.25 1.50
860718 119.25 125.25 860724  119.00 127.25  -0.25 2.00
860725 121.00 127.00 860800  121.00  128.00 0.00 1.00
860801 122.25 127.25 860807  122.00 128.13  -0.25 0.88
860808 123.25 128.50 860814  122.50 129.25  -0.75 0.75
860815 123.25 129.00 860821  122.50 129.50  -0.75 0.50 e
860822 124.50 128.50 860828  124.25 131.50  -0.25 3.00 1
860829 123.50 127.50 860904  123.25 130.50  -0.25 3.00
860905 121.50 125.50 860911  121.50 128.50 0.00 3.00
860912 123.50 126.50 860918  122.63 129.50  -0.88 3.00
860919 124.00 127.50 860925  122.88 130.00  -1.13 2.50
-
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- Average Average
“NCE NCE : WAP WAP WAP WAP
NCE ~ Barrel Block WAP Barrel Block Barrel . Block
Date Price - Price “Date Price 1/ Price 1 Premium 2/ ,Premium 2/

---=—cents per pound-~—-

860926 124.00 128.25 861002 122.88 131.00  ~-1.13 - 2.75
861003 124.00 128.25 861009  122.88 128.75  -1.13 0.50
861010 123.75 128.25 861016 122.75 128.87 -1.00 0.62
861017 123.75 128.25 861023 122.75 128.87  -1.00 0.62
861024 123.75 130.50 861030 122.75 133.75  -1.00  3.25
861031 123.75 130.50 861106 122.75 133.75  -1.00  3.25
861107 123.75 130.50 861113 122.75 133.50 -1.00  3.00
861114 123.75 130.50 861120 122.75 133.50  =-1.00 3.00
861121  123.75 130.50 861127 122.75 132.50  -1.00  2.00
861128  123.75 130.50 861204 122.75 132.50  -1.00 2.00
861205 122.17 130.50 861211 122.00 129.75  =0.17 =0.75
861212 121.75 130.50 861218 121.50 129.75  -0.25  =0.75
861219 121.50 130.50 861225 121.38 129.75  -0.13 -0.75
861226 120.75 130.25 870101 120.00 129.63  -0.75  =-0.63
870102 120.00 130.00 870108 119.38 129.00 -0.62  -1.00
870109 119.00 130.00 870115 118.88 129.00  -0.13 -1.00
870116 119.00 128.25 870122 118.25 126.88 -0.75  ~-1.38
870123 119.00 128.00 870129 118.25 126.75  =0.75 -1.25
870130 117.50 122.50 870205 117.38 124.00 -0.13 1.50
870206 116.75 120.50 870212 117.50 122.00 0.75 - 1.50
870213  116.75 120.50 870219 117.25 122.00  0.50 1.50
870220 116.75 120.50 870226 117.00 122.00 0.25 1.50
870227 116.75 120.50 870305 117.00 122.25 0.25 1.75
870306 116.75 120.50 870312 117.25 122.25 10,50 1.75
870313  116.75 120.50 870319 117.25 122.25 0.50 1.75
870320 116.75 120.50 870326 117.25 122.25 0.50 1.75
870327  116.75 120.50 870402 117.25 122.25 0.50 1.75
870403  116.75 120.50 870409 117.25 122.00  0.50 1.50
870410 116.75 122.25 870415 117.25 123.75 0.50 1.50
870416 116.75 120.50 870423 117.25 122.00 0.50 1.50
870424 116.75 120.50 870500 117.00 122.00 0.25 1.50
870501 116.75 120.50 870507 117.00 122.00 0.25 1.50
870508 116.75 120.50 870514 117.00 122,00  0.25  1.50
870515 116.75 120.50 870521 117.00 122.00 0.25  1.50
870522 116.75 120.50 870528 116.50 1122.00  =-0.25 1.50
870529  116.75 120.50 870604 115.50 122.00  =-1.25 1.50
870605 116.75 120.50 870611 116.00 '122.00  -0.75 1.50
870612 116.75 120.50 870618 116.75 122.00 0.00 1.50
870619  116.75 120.50 870625 117.50 122.00 0.75 1.50
870626 116.75 120.50 870701 117.50 122.00 0.75 1.50
870702  116.75 120.50 870708 117.50 122.50 0.75  2.00
870709  116.75 120.75 870716 117.50 122.75 0.75 2.00

870717 117.50 120.75 870723 118.25 123.75 0.75 3.00
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Average Average
'NCE NCE : WAP WAP WAP WAP
NCE Barrel  Block WAP Barrel Block  Barrel Block =
Date " price  Price Date Price 1/ Price 1 Premium 2/  Premium 2/ Ef

~-=—cents per pound----

870724 117.75 121.50 870730 118.50 124.50 0.75 - - 3.00

870731 117.75 121.50 870806 118.50 124.50 0.75 3.00 » .
870807 118.00 122.50 870813 118.75 125.50 0.75 3.00 5 %f
870814 118.25 122.50 870820 119.00 125.50 0.75 - 3.00 ~ w
870821 118.25 122.50 870827 119.13 126.25 - 0.88 3.75

870828 119.00 124.00 870903 119.75 127.00 0.75 - 3.00 i
870904 118.25 124.00 870910 119.00 127.00 0.75 3.00 L
870911 118.25 124.00 870917 118.50 127.00 0.25 3.00

870918 117.00 124.00 870924 117.63 126.50 0.63 2.50

870925 117.00 122.00 871001 117.63 125.00 0.63 3.00

871002 115.00 119.00 871008 116.63 122.00 1.63 3.00

871009 115.00 119.00 871015 116.63 122.00 1.63 3.00

871016 115.00 119.00 871022 115.00 121.00 0.00 2.00

871023 115.00 119.00 871029 115.25 121.50 0.25 2.50

871030 115.00 119.00 871105 115.25 121.50 0.25 2.50 §
871106 115.00 119.00 871112 115.50 122.00 0.50 3.00 %
871113 115.00 119.00 871119 115.50 121.00 0.50 2.00 :
871120 115.00 119.00 871124 115.38 121.00 0.38 2.00

871125 115.00 119.00 871203 115.38 120.75 0.38 1.75

871204 110.00 119.00 871210 112.88 120.75 2.88 1.75 {
871211  110.00 119.00 871217 112.88 120.75 2.88 1.75

871218 110.00 119.00 871222 112.88 120.75 2.88 1.75

871223  110.00 119.00 871229 112.38 120.75 2.37 1.75

871230 110.00 119.00 880107 112.88 120.00 2.88 1.00

880108  110.00 119.00 880114 112.88 119.13 2.88 0.13

880115 110.00 119.00 880121 110.13 117.13 0.12 -1.87

880122 110.00 119.00 880128 110.63 117.13 0.63 -1.87

880129 109.25 115.00 880204 109.75 116.75 0.50 1.75

880205 109.25 115.00 880211 109.75 115.50 0.50 0.50

880212 109.25 114.00 880218 109.75 116.75 0.50 2.75

880219 109.25 114.00 880225 109.75 115.50 0.50 1.50

880226 109.25 114.00 880303 109.75 115.50 0.50 1.50

880304 109.25 114.00 880310 109.75 115.50 0.50 1.50

880311 109.25 114.00 880317 110.00 115.75 0.75 1.75

880318 109.25 114.00 880324 109.75 115.75 0.50 1.75 §
880325 109.25 114.00 880330 109.75 115.50 0.50 1.50 gw
880331 109.00 114.00 880407 109.75 115.25 - 0.75 1.25

880408 109.00 114.00 880414 109.63 115.25 0.62 1.25

880415 109.00 114.00 880421 109.63 115.25 0.62 1.25

880422 109.00 114.00 880428 109.63 114.75 0.62 0.75

880429 109.00 114.00 880505 109.63 114.75 0.62 0.75

880506 109.00 114.00 880512 109.87 114.75 0.87 0.75

880513 109.00 114.00 880519 110.13 114.75 1.12 0.75

L
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Average Average
NCE NCE - WAP WAP WAP | WAP
NCE Barrel  Block WAP Barrel Block  Barrel Block
Date Price Price Date Price 1/ Price 1 Premium 2/ - Premium 2/

~~--cents per pound----

880520 109.00 114.00 880526 110.13 114.75 1.12 0.75

880527  109.50 114.00 880602 110.38 115.50 0.88 1.50

880603  109.50 114.00 880609  110.38 115.50 0.88 1.50

880610 109.50 114.00 880616 110.50 115.50 1.00 1.50

880617 110.00 114.00 880623 111.00 116.38 1.00 2.38

880624 113.00 116.75 880700 114.00 118.00 1.00 1.25

880701  114.00 116.75 880707 115.13 118.00 1.13 1.25

880708  115.50 116.75 880714 116.38 118.00 0.88 1.25

880715 115.75 116.75 880721  116.75  118.25 1.00 ~1.50

880722 116.00 116.75 880728 116.88 119.00 0.88 2.25

880729 116.00 119.25 880804 117.38 122.75 1.38 3.50

880805 116.25 120.75 880811 117.75 125.00  1.50 4.25

880812 119.50 123.50 880818 121.00 128.00 1.50 4.50

880819  124.25 127.25 880825 125.75 131.50  1.50 4.25

2 880826  125.75 128.75 880901 127.25 133.00 1.50 4.25
L 880902  126.25 129.00 880908 128.25 133.25  2.00 4.25
880909 126.75 130.00 880915 130.00 134.25 3.25 4.25

i 880916 127.75 130.75 880922 130.25 135.50 2.50 4.75
£ 880923  127.75 130.75 880929  130.75 135.75  3.00 5.00
880930 128.00 130.75 881006 131.00 135.50 3.00 4.75

881007  128.00  131.75 881013 131.00 136.50  3.00 4.75

881014  128.00 131.75 881020 131.25 136.63 3.25 4.88

881021  128.00 131.75 881027 130.50 136.75 2.50 5.00

881028 128.00 131.75 881103 130.50 136.75 2.50 5.00

881104 128.75 131.75 881110 131.25 136.25 2.50 4.50

881111 128.75 131.75 881117  130.75 136.00 2.00 4.25

881118 128.75 132.25 881122 130.75 136.50 2.00 4.25

881123  128.50 132.25 881201 130.25 136.25 1.75 4.00

881202  127.75 132.25 881208 129.50 136.25 1.75 4.00

881209  127.75 132.25 881215 128.75 136.00 1.00 3.75

[ 881216  127.50 132.25 881222 128.50 135.75 1.00 3.50
L 881223  127.25 132.25 881229 128.25 135.75 1.00 3.50
881230  126.25 132.25 890105  127.25 134.75 1.00 2.50

= 890106 125.25 132.25 890112 125.75 134.75 0.50 2.50
T 890113  124.50 127.75 890119 125.38 129.25 0.88 1.50
- 890120 122.00 123.50 890126 122.62 '121.00 0.62 -2.50
- 890127  117.75 117.75 890202 116.75 117.50  =1.00 -0.25
g;; 890203  115.25 117.75 890209 115.88 117.50 0.62 -0.25
- 890210 115.25 117.75 890216 115.50 118.00 0.25 0.25
890217 113.00 117.75 890223 113.75 117.25 0.75 -0.50

890224  112.00 117.75 890302 112.63 117.50 0.63 -0.25

890303  112.00 117.75 890309 112.88 117.50 0.88 -0.25

890310 112.00 117.75 890315 113.13 118.00 1.13 0.25
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Average Average
- “NCE NCE WAP WAP WAP WAP
NCE Barrel Block WAP Barrel Block Barrel Block
Date Price Price Date Price 1/ Price 1 Premium 2/ Premium 2/

-——=~cents per pound----

890316 112.00 117.75 890322 113.13 118.00 1.13 0.25
890323 112.50 118.00 890330 113.63 118.12 1.13 0.12
890331 114.00 118.75 890406 115.00 119.00 1.00 0.25
890407 114.00 118.75 890413 115.13 119.00 1.13 0.25
890414 114.50 118.75 890420 115.75 121.75  1.25 3.00
890421 116.50 118.75 890427 117.38 121.75 0.88 3.00
890428 117.00 118.75 890504 118.25 121.75 1.25 3.00
890505 117.75 119.00 890511 118.75 121.88 1.00 2.88
890512 119.00 122.25 890518 120.25 123.50 1.25 1.25
890519 121.50 123.25 890525 122.50 126.75 1.00 3.50
890526  122.25 124.75 890601 123.25 128.50  1.00 3.75
890602 122.25 124.75 890608 123.50 128.75  1.25 4.00
890609 122.50 125.50 890615 122.50 129.50 0.00 4.00
890616 123.50 127.50 890622 124.75 131.50 1.25 4.00
890623 125.75 130.25 890629 127.25 134.50 1.50 4.25 B
890630 131.00 135.25 890706 132.75 139.50 1.75 4.25 b
890707 131.00 135.25 890713 134.25 139.50 3.25 4.25 L
890714 131.00 135.25 890720 134.88 139.75 3.88 4.50
890721 134.25 138.50 890727 137.63 143.00 3.38  4.50
890728 134.25 138.50 890803 138.63 143.13 4.38 4.63
890804 135.75  140.00 890810 140.13 145.75 4.38 5.75
890811 139.25 143.50 890817 144.13 149.25 4.88 5.75
890818 139.25 143.50 890824 145.75 149.25 6.50 5.75
890825 141.75 146.00 890900 148.75 151.75 7.00 5.75
890901 141.75 146.00 890907 148.75 152.00 7.00 6.00
890908 ~ 142.75 147.00 890914 149.75 155.00 7.00 8.00
890915 143.75 148.00 890921 150.75 156.50 7.00 - 8.50
; 890922 147.00 151.25 890928 154.00 159.75 7.00 8.50
| 890929 147.00 151.25 891005 154.50 159.75 7.50 8.50
- 891006 147.00 151.25 891012 154.50 159.75 7.50  8.50
891013 147.00 151.25 891019 155.00 159.75 '8.00 8.50 -
891020 147.00 151.25 891026 157.00 161.25  10.00 10.00 £
891027 147.25 151.25 891102 157.25 161.75 10.00 10.50 b
891103 150.50 154.50 891109 160.00 164.50 9.50 10.00
891110 150.50 154.50 891116 160.00 164.00 9.50 9.50
891117 150.50 154.50 891121 160.00 164.00 . 9.50 9.50
891122 150.50 154.50 891200 158.25 163.00 7.75 8.50
891201 150.50 154.50 891207 158.25 163.00 7.75 8.50
891208 150.50 154.50 891214 157.75 162.50 7.25 8.00
891215 150.50 154.50 891221 156.00 161.50 5.50 7.00
891222 150.50 154.50 891228 156.00  161.50 5.50 7.00
891229 150.50 154.50 900104 154.50 160.50 4.00 6.00 -
900105 150.50 146.25 900111 148.88 151.75  -1.63 5.50 o
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oo,

Average Average
NCE NCE WAP WAP WAP WAP
[ NCE Barrel  Block WAP Barrel Block  Barrel Block
gf Date  Price  Price Date Price 1/  Price 1 Premium 2/  Premium 2/

---=-cents per pound----

5.50

900112  149.25 149.25 900118  149.25 154.75 0.00
. 900119  142.00 143.00 900125 142.00 148.50 0.00 5.50
P 900126 139.75 139.75 900201 139.75 145.25 0.00 5.50
- 900202  120.00 125.25 900208  120.50 128.75 0.50 3.50
- 900209 120.00 126.75 900215 121.00 130.75 1.00 4.00
é[ 900216  120.00 126.75 900222 121.00 130.25 1.00 3.50
fee 900223 120.00 126.50 900301 121.00 130.25 1.00 3.75
900302 120.50 126.75 900308 121.50 130.75 1.00 4.00
900309  120.50 126.75 900315 121.50 130.75 1.00 4.00
900316  120.50 126.75 900322 122.50 130.75  2.00 4.00
900323  120.50 126.75 900329 123.00 130.75 2.50 4.00
900330 121.50 127.75 900405 122.50 '132.00 1.00 4.25
900406 131.75 137.00 900411 137.25 143.00 5.50 6.00
900412  131.75 137.00 900419 137.25 143.00 5.50 6.00
900420  131.75 137.00 900426 137.75 143.50 6.00 6.50
900427 131.75 137.00 900503 137.75 143.50 6.00 6.50
900504  133.25 137.75 900510 138.75 143.50 5.50 5.75
900511 134.75 139.50 900517 140.75 147.00 6.00 7.50
900518  135.75  140.50 900524 141.75 147.50 6.00 7.00
900525 135.75 140.50 900600 141.75 147.50 6.00 7.00
900601  136.25 141.00 900607 142.25 147.00 6.00 6.00
900608  140.00  144.50 900614 146.00 151.00  6.00 6.50
900615 140.50 144.50 900621 146.38 150.50 5.88 1 6.00
900622  140.50 144.50 900628 146.50 150.00 6.00 5.50
900629  140.50 144.50 900705 146.50 150.00 6.00 5.50
900706  141.50 145.50 900712 147.50 151.00 6.00 5.50
900713  141.50 145.50 900719 146.50 151.00 5.00 5.50
900720  142.00 145.75 900726 147.00 151.25 5.00 5.50
900727 142.50 146.75 900802 147.50 152.25 5.00 5.50
900803  142.50 146.50 900809 146.50 1152.00 4.00 5.50
900810 142.25 146.00 900816 146.25 151.50 4.00 5.50
900817 141.75 145.25 900823 144.13 149.25 2.38 4.00
900824 141.00 143.25 900830 142.88 147.25 1.88 4.00
900831 137.75 138.25 900906 138.25 142.25 0.50 4.00
900907  137.75 140.25 900913 138.25 144.25 0.50 4.00
900914 136.75 139.25 900920 137.75 142.75 1.00 3.50
900921  135.25 137.75 900927 133.75 141.25  ~-1.50 3.50
900928  132.25 132.75 901004 129.75 136.25 -2.50 = 3.50
901005  123.00 124.50 901011 122.50 126.00  -0.50 1.50
901012 114.25 114.25 901018 113.63 115.75  =0.63 1.50
901019 111.75 111.75 901025 110.25 113.25  -1.50 1.50
901026  107.00 109.00 901101 108.50 112.25  1.50 3.25

901102 105.25 108.75 901108 106.75 112.00 1.50 3.25
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NCE
Date

901109
901116
901121
901130
901207
901214
901221
901228
910104
910111
910118
910125
910201
910208
910215
910222
910301
910308
910315
910322
910328
910405
910412

910419

910426
910503
910510
910517
910524
910531
910607
910614
910621
910628
910705
910712
910719
910726
910802
910809
910816
910823
910830

NCE

' Barrel

Price

105.25
105.25

'105.25
©°105.25

105.25
105.25
105.25

~105.25
+105.25

105.25
105.25

+105.25

105.25
105.25
105.25
105.25
105.25

1105.25
'105.25
105.25

105.25

'105.25
£ 105.25

105.25

105.25

106.50
107.50
112.00
112.00
113.25
114.25
115.00
117.75

118.25

119.00
120.00
124.25
125.00
126.25
126.75
127.25
129.50
130.50

NCE
‘Block
Price

108.75
108.75
108.75
108.75
108.75
108.75
108.75
109.00

108.50
1108.75
1108.75

108.75
108.75

.108.75

108.75
108.75

©108.75
:108.75

108.75

~108.75

108.75
108.75
108.75
108.75
108.75
108.75
109.75
114.75
114.75

1115.50

116.75
117.50
120.00
121.25
121.50
122.50
128.00

:128.75

129.75
130.25
130.75
133.00

0133.50

WAP
Date

Average
WAP
Barrel
Price 1/

Average
WAP
Block

Price 1 Premium 2/

~-——cents per pound-=-—-==

901115
901120
901129
901206
901213
901220
901227
910103
910110
910117
910124
910200
910207
910214
910221
910300
910307
‘910314
910321
910327
910404
910411
910418
910425
910502
910509
910516

910523

910530
910606
910613
910620
910627
910704
910711
910718
910725
910801
910808
910815
910822
910829

910905

106.75
106.75
106.75
106.25
106.25
105.75
106.13
105.88
105.88
105.88
105.88
105.88
105.88
105.88
105.88
105.88
105.88
105.88
105.88
105.88
106.13
106.13
106.13
106.13
106.13
108.50
109.00
114.00
114.00
116.50
117.75
118.00
120.25
121.25
122,00
123.25
127.50
128.50
129.50
130.00
130.50
132.75
133.75

1112.00
112.00
112.00
113.00
112.75
112.75
112.38
112.25
111.00
111.25
111.25
111.75
111.50
111.50
111.50
111.50
111.50
111.50
111.50
111.50
111.75

111.75

111.75
111.75
111.75
112.38
112.88
118.75
118.75
119.50
120.75
121.50
124.00
125.25
125.50
126.50
132.50

1 133.75

134.75
135.75
136.25
138.50
139.00

WAP
Barrel
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Public Report

, - Average Average
- NCE NCE WAP WAP WAP WAP
oo NCE Barrel Block WAP Barrel Block Barrel Block
{; Date _.Price.  Price Date Price 1/ Price 1 Premium 2/ Premium 2/
----cents per. pound----

g 910906  130.75 133.50 910912 136.25 139.00 5.50 5.50

910913 ..131.00 134.50 910919 134.25 140.00 3.25 5.50

910920 - 132.00 135.25 910926 135.50 140.50 - 3.50 5.25

910927 133.25 135.00 911003 136.25 140.25 - 3.00 - 5.25

911004 133.50 135.50 911010 136.50 140.75  3.00  5.25

911011 - 133.75 135.50 911017 136.75 140.75 - 3.00 5.25

911018 133.75 134.75 911024 136.75 139.75 - 3.00 5.00

911025  133.75 134.50 911100 136.75 '139.25 - 3.00 4,75

911101 - 133.75 134.25 911107 136.50 139.00 . . 2.75 4.75

911108 131.75 132.75 911114 133.75 136.75 2.00 4.00

911115 130.00 = 130.50 911121 131.00 134.00 1.00 3.50

911122  128.25  128.75 911128 129.25 132.25  1.00 3.50

911129 127.75 128.25 911205 128.75 131.75 . 1.00 ©..3.50

911206 - :124.25 127.25 911212 124.75 130.75 0.50 - .3.50

1 - 911213 123.75  127.25 911219 124,75 130.25 - 1.00 ~..3.00

| ?é 911220 122.25 125.75 911226 123.25 128.75 1.00 3.00

" 911227 121.25 .124.75 920102 122.25 127.75 ©1.00 ~ 3.00

wm 920103 121.25 124.75 920109 120.25 127.75 =1.00 3.00

‘gf 920110 118.25 124.75 920116 118.12 :127.25 =0.13 ©. 2450

L 920117 115.00 121.50 920123 115.00 124.50 0.00 3.00

920124 115.00 119.00 920130 114.75 120.75 ~0.25 1.75

920131 - 115.00  119.00 920206 114.50 120.75 -0.50  1.75

1920207  113.50 119.00 920213 113.00 1120.50 -0.50 . 1.50

920214 113.75 115.50 920220 113.25 117.25 -0.50 1.75

920221  113.75  115.25 920227 113.25 117.00 ~0.50 1.75

920228 113.75  115.25 920305 114.25 -118.25 0.50 - 3.00

920306  113.75 115.25 920312 113.88 119.25 0.13  4.00

920313 113.75 115.75 920319 114.75 119.75 1.00 4.00

920320 114.25 = 116.25 920326 116.00 120.75 1.75 4.50

920327 114.25 118.25 920402 115.75 122.75 1.50 4.50

e 920403  118.25 123.50 920409 120.75 128.50 2,50 5.00

gf 920410 123.75 126.75 920415 126.25 132.25 2450 5.50

L 920416 127.50 130.25 920423 130.25 135.75 2.75 .5.50

B 920424  129.50 131.25 920500 133.50 137.75 -~ 4,00 6.50

gﬁ 920501 130.50 132.50 920507 135.00 139.00 4.50 6.50

L 920508 131.50 133.50 920514 135.75 140.00 4.25 6,50

920515 .132.25 134.25 920521 136.25 140.25 4.00 6.00

?;, 920522 133.00 135.00 920528 137.00 141.00 4.00 6.00

L 920529  133.50 135.50 920604 137.50 141.50 4.00 6.00

920605  133.50 135.50 920611 137.50 141.00 4.00 © 5450

920612  133.75 135.75 920618 137.75 141.25 4.00 © 5.50

920619  134.00 136.25 920625 137.00 141.25 3.00 5.00

920626 134.25 137.00 920701 137.25 142.00 3.00 5.00
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NCE -
Date

920702
920710

920717
920724
920731
920807
920814
920821
920828
920904

920911
920918

920925
921002
921009
921016
921023
921030
921106
921113
921120

921125

921204
921211
921218
921223
921230
930108
930115
930122
930129
930205
930212
930219
930226
930305
930312
930319
930326
930402
930408
930416
930423

NCE

"Barrel

Price

134.25
134.25
134.25
134.25
135.00
135.00

+~133.50

131.00

"131.00
©129.25

129.25
124.50
124.50

©123.50

123.25

123.25

121.75
121.75
121.75
121.50
120.50

120.00

117.00
117.00
117.00
117.00
117.00

~114.00

112.00
112.00
112.00
112.00
112.00
112.00

"112.50

113.50
116.00
119.75
125.00
130.00
135.00
136.50
136.50

NCE
Block
Price

137.00
137.00
137.00
137.00
138.75
138.75
138.75

1136.50
136.50

136.50
136.25
131.50
131.50
130.50
130.50
130.75
128.25
127.50
127.25
126.50
124.75
124.25
120.00
120.00
120.00
120.00
120.00
119.00
116.00
116.00
116.00
116.00
116.00
116.00
116.00
117.25
119.00
122.50
127.00
131.00
138.00
139.25
139.25

WAP
Date

‘Average
WAP
Barrel
Price 1/

Average
WAP
Block

Price 1 Premium 2/

----cents per pound----

920709
920716
920723
920730
920806
920813
920820

1920827

- 920903
920910

1920917
920924
921001
921008
921015
921022
921029
921105
921112

1921119
921124

1921203
921210
921217
921222
921229
930107
930114
930121
930128
930204
930211
930218
930225

930304
930311
930318
930325
930401
930407
930415
930422
930429

135.75
135.75
135.75
133.25
136.50
136.50
135.00
129.00
129.00
128.25
127.75
123.50
123.50
123.00
123.25
123.25
121.25
121.25
121.25
121.00
120.00
119.50
116.50
116.50
116.50
116.50
116.50
114.00
112.00
112.25
112.00
112.25
112.25
113.00
114.50
115.50
118.00
122.75
128.00
133.00
138.00
138.50

138.50

142.00
142.00
142.00
141.00
142.75
142.75
142.75
'140.00
140.00

1139.00

138.25
133.50
133.50
132.50
133.00
133.25
130.75
'130.50
130.25
129.50
127.50
127.50
123.13
122.00
122.00
121.75
121.75
120.25
117.50
117.25
117.75
118.25
118.75
119.50
120.25
121.50
123.38
127.25
132.00
136.00
143.00
144.25
143.50

WAP
Barrel

©1.50
1.50
©1.50
-1.00
1.50
©1.50

1.50

-2.00
-2.00
-1.00
' -1.50
;1300
-1.00
-0.50
- 0.00
0.00
-0.50
~-0.50
-0.50
'=0.50
-0.50
=0.50
-0.50
-0.50
-0.50
-0.50
-0.50
0.00
0.00
0.25
0.00
0.25
- 0.25
1.0p
2.00
2.00
'2.00
3.00
3.00
3.00
3.00
2.00
2.00

[ ¢}
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WAP
Block
Premium 2/
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~2.00

2.00

- 2.00

2.00
2.50
2.50
2.50
3.00
3.00
3.00
2.75
3.25
3.13
2.00
2.00
1.75

41,75

1.25
1.50
1.25
1.75
2.25
2.75
3.50
4.25
4.25
4.38
4.75
5.00
5.00
5.00
5.00
4,25
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930430
930507
930514
930521
930528
930604
930611
930618
930625
930701
930709
930716
930723
930730
930806
930813
930820
930827
930903

930910

930917
930924
931001
931008
931015
931022
931029
931105
931112
931119
931124
931203
931210
931217
931223
931230

Source: Dairy Market News, AMS, USDA.

1/ USDA reports a minimum and maximum WAP price each week. The WAP
price reported here is the simple average of the minimum and mgximum

NCE
Barrel
Price

136.50
136.50
136.50
136.25
136.25
132.25
128.75
122.00
122.00
122.00
122.00
120.25
118.75
117.75
116.75
115.00
115.00
115.00
128.00
131.50
131.50
131.50
131.50
131.50
131.50
131.50
131.50
131.50
130.75
130.75
130.75
129.75
128.25
126.25
126.25
126.25

NCE
Block
Price

139.25
139.25
139.25
139.25
139.25
136.75
133.50
126.00
125.75
125.75
125.50
123.75
122.25
122.00
122.00
121.00
121.00
126.25
134.50
134.50
134.50
134.50

134.50
134.50

134.50
134.50
134.50
134.50
134.50
134.75
134.75
133.50
132.00
130.00
130.00
130.00

price reported by USDA.
2/ WAP Premiums are measured as the difference between the average WAP

price as reported on Thursday of each week and the NCE Price a$ reported
on Friday of the previous week.

WAP
Date

Average
WAP
Barrel
Price 1/

Average
WAP
Block

Price 1 Premium 2/

----cents per pound----

930506
930513
930520
930527
930603
930610
930617
930624
930700
930708
930715
930722
930729
930805
930812
930819
930826
930902
930909
930916
930923
931000
931007
931014
931021
931028
931104
931111
931118
931123
931202
931209
931216
931222
931230
940106

138.50
138.38
138.38
136.25
136.25
136.25
128.75
122.75
123.00
123.25
122.75
121.25
119.50
119.25
118.25
116.50
116.50
117.25
130.50
133.75
134.25
134.25

134.00

133.50
133.50
133.50
133.50
133.38
131.75
131.75
131.75
130.25
128.75
126.75
126.75
126.75

142.75
142.75
140.75
140.75
140.75
140.75
133.50
127.50
127.25
127.50
127.50
125.75
124.25
124.50
124.50
123.50
124.50
130.25
138.75
138.50
138.50
138.50
138.75
139.00
139.13
139.00
139.00
138.63
138.50
138.75
138.75
134.50
133.50
131.50
131.50
131.38

WAP
Barrel

Iv-81

WAP
Block
Premium 2/




s

e

Fisisiaiati s N :

b

| Public Report PR V-1
R Chapter 5--Trader ActiVity-Pnce Relahonshtps
| | A Introduetlon i
| Durmg 1988 1993 there was a cyehcal pattern to cheese pnces each year caused by
, seasonal vanatlon m overall supply and demand condmons Pnces typrcally were lowest at the
be gmnmg of the ﬂush productlon months--February—March--nsmg thereafter until they peaked
in late summer or fall. There were departures from the general pattem m some years due to
umque supply and demand factors - ; | | |
Overall supply and demand cond1t1ons determme the broad contour of pnces over each
pnce cycle But gtven the hlgh pnce melast1c1ty of short-run supply, there often is a range of
pnces that w111 clear the market at each pomt on the cycle whxch gwes traders wrth market
power aran ge w1th1n ’whrch they may mﬂuence the pnce estabhshed each week on the NCE
In the precedmg chapters we demonstrated that leadmg traders often have a ﬁnanc1a1
mterest in the level of NCE pnces, thrs interest prov1des a mohve for traders to use the NCE to
mﬂuence pnces not merely to buy or sell cheese Based on an exam:manon of thelr busmess
characteristics, we hypothe31zed the followmg mouves for trader actlvrty on the NCE: Because
Kraft Borden and Alplne Lace may at txmes benefit from lower NCE prices, they are
predommantly seller—traders on the NCE desptte the fact that they buy vrrtualiy all their bulk
cheese requlrements (not made in thetr own plants) drrectly from cheese manufacturers |
Because Beatnce Schreiber, de Am Land o Lakes and AMPI may at times beneﬁt from
htgher NCE pnces they are pnmanly buyer—traders on the NCE We cannot hypothesrze the
mouves of another leadmg trader Dau‘ystate, since its status asa broker makes its trading

activity dependent on the nature and motives of its chents
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In this chapter we exarrune the above traders' conduct on the NCE to determine whether
it is consistent with their hypothe31zed conduct We begm with an overview of trader activity
during 1988-1993 and then examine the relatlonshlp between the activity of 1nd1v1dua1 leadlng
traders and NCE prices. We examine the 1988 1993 period because, as dlscussed in Chapter 4, a
s1gn1f1cant change in the tradmg conduct of several leadmg traders occurred between 1980 1987
and 1988 1993 Several concerns that had been pnmamly seller-traders on the NCE became
primarily buyer-traders and vice versa. . The transmon in tradmg roles took place within the
span of a couple of years, begmmng w1th Kraft s switch in August 1986 Whereas Kraft bought
more than it sold on the NCE during 1980 through July 1986, begmnmg in August 1986 it
became excluswely a seller—trader and contmued thus through 1993. Leadmg agncultural
cooperative cheese manufacturers be gan the transmon from seller—traders to buyer-traders a little
later, in 1988. Smce the changes in roles had taken place by 1988 or soon thereafter, we shall
limit our analysis of tradmg act1v1ty to the penod 1988-1993. For a bnef discussion of Kraft’s
trading activity dunng 1986 and 1987, see Appendxx 5.A. Finally, we ma.ke an econometric
analysis of the relat1onsh1p between trader act1v1ty and the level of NCE prices.

B. Overwew of Trader Act:vmes

Table 5-1 summarizes total seller and buyer trading activity of nine leading traders for

the penod 1988- 1993 The upper half of the table contains three clas31ﬁcat10ns of seller activity:

(a) offers or reduced offers to sell; (b) actual sale from havmg an offer covered" and © actual
sale by ﬁlhng a b1d Total sales for each trader are the sum of its offers that are covered and
bids that it fills. The buyer counterparts to seller activity are summarized on the bottom half of

the table: (a) bids or increased bids to buy; (b) actual purchase by having a bid filled; and (c)
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Table 5. 1 Types of Trading Activity by Leading Traders of Barrel and Block
- o ‘Cheese on the NCE, 1988-1993 £

% Kraft Borden Alpine DS' Beatrice Mid-Am Schreiber LOL AMPI All Others® TOTAL
- Offers and Reduced Offers e o : B , . - ,
P Number 879 250 485 501 0 0 26 59 3389 2592
L %’ ‘ 34 10 19 19 1 2 * 15 100
Sale: Offer Covered ‘ - ‘ . :
Carloads 633 45 118 110 0 0 4 2 0 101 1013
% ; : 62 4 12 11 * o @ 10 100
Sale: Filled Bid ,
~Caroads . 984 Me-0120 909 0 0.0, 4 3 .70 0 77 183
% 83 1 1 2 * o 6 7 100
TOTAL SALES ; g G Lo i . ‘ :
Carloads ) 1617 59 130 129 0 4 7 72 0’ 178 2196
% , 74 3. 6 6 - * 3 8 100
= Bids and Increased Bids L . . . ;
f . Number 3 29 15 160 968 573 357 220 196 650 3171
% ’ ’ , * 1 * 5 31 18 11 7 6 22 100
Purchase: Bid Filled D . TR
. Carloads 0 32 1 29 391 205 197 103 105 120 1183
n % 3 # 2 33+ 17 179 9 10 100
Purchase: Covered Offer ~ :
Carloads 20 00 2 00 382 286 125 86 67 43 1013
% 2 * 38 28 12 8 7 4 100
TOTAL PURCHASES s ; : : , s et
Carloads 22 32 3 29 773 491 322 189 172 163 2196
% n ; 11 * 1 35 22 15 9 8 7 100
Source: National Cheese Exchange, Trading Activity Minutes, AMS, USDA, 1988-93.

Note: Total percentage figure may not add, due to rounding.

*Less than 1 percent.

e —

'Dairystate Brands

i “These are Alto (bonght 6 carloads): Bongards’ (sold 75 loads); Dairygold (sold 14 carloads); Edelweiss (bought 19 carloads);
; f\” ‘ Empire Cheese (bought 5 carloads); Golden Cheese (sold 10 carloads); Hermke Cheese (bought 13 carloads); Marathon (sold 35
o loads); Marketing Association (sold 6 carloads); Masters Gallery (sold 7 loads and bought 62); Northern (sold 18 loads, bought 33
o loads); Northwood (sold 6 and bcught 5 carloads); Schurman (sold 7 and bought 20 carloads). Green Bay Cheese, meagenes,
§ Frigo and Tolibia (made offers and bids but no sales or purchases).
£

3AMPI sold 10 loads throu gh Dairystate, a broker. These loads are included in Dairystate’s total sales.
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actual purchase by covermg an offer Total purchases for each ttader are the sum of 1ts bids that
are ﬁlled and offers that it covers.

We d1v1de 1eadmg traders into two groups seller-traders and buyer-traders. Three
leading seller-traders, Kraft, Borden, and Alpine Lace, made 82 percent of all barrel and block
seles on the NCE during 1988-1993. Kraft, alone, made 74 percent of all NCE sales and 83
percent of barrel sales, which accounted for 63 i)ercent of An NCE sales. This large sales share
made Kraft the dominant seller on the Exchange during this period. However, the other leading
seller-traders, Borden and Alpine Lace, were significantly more active on the NCE thanimplied
by their share of actual sa}esf Whereas they made only 9 percent of all NCE sales, they made 28
percent of all offers and reduced offers to sell, indicating that they were very often active in
ma.kmg offers durmg periods when few or no actual sales were made. They ﬁlled very few bids.
Kraft was much more actlve in penods of heavy selhng

The leading buyer-trader, Beatrice, made 35 percent of all purchase‘s, which was less than
one-half the sales share of the leading seller-trader, Kraft. However, buyer coecentration was
also high, with five buyers accounting for 89 percent of all purchases on the Exchange (Table
5.1). o

Some companies were more important in barrel than in block sales. For example,
although Kraft was the leading tradef in both barrels and blocks, Borden traded only barrels,
Beatnce traded more barrels than blocks, and Mld-Am traded more blocks than barrels

(Appendlx Tables 5. la and 5.1b).

Lo
P
L
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C. Trading Patterns of Various Traders
In this section we examine the NCE TVftrading activity patterns over each price cycle during

1988-1993. We begin with Kraft, the leading trader on the NCE, and then examine the activity

of other leading traders.

' Trading Activity of Kraf

Figures 5.1a through 5.1c display Kraft's trading activity in barrels and blocks on the

k kN CE from Iuly 1988 through June 1993 The solid bars show the NCE opinion or settlement
pnce for barrcls atthe end of a day's tradmg, and the space between bars identifies the extent of

trading activity during the day. The "K" 'notation below the price line identifies each time Kraft

acted on the NCE. The notations above the price line identify the types of activity involved as

follows:

F, Kraft filled another tradcr s bid to buy

O, Kraft offered to sell

R, Kraft reduced the price of its previous: offcr
C, another trader covered a Kraft offer to sell
B, Kraft bid to buy

I, Kraft increased its previous bid.

- The numbers below the line indicate the number of loads Kraft sold. Below the bottom axis of

each figure is shown the trading date withjear, month, and day; e.g., 88.0701 is July 1, 1988.
Not all trading dates are reported because pf space limitations.

Kraft trading activity during July 1988 through June 1993 followed the same general
pattern over each price cycle. Around price peaks, Kraft usually initially filled bids, then offered

to sell, and then reduced its offers. Once prices began to fall, Kraft usually continued making

' To simplify the presentation, no price line is shown for blocks, which generally move in
unison with barrels at a few cents above barrels.
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offers, éﬂthoﬁgh i sometimes camsod doing so as other seller-traders maintained the trend. Often
pﬁees' declined w1th few or h’koy actual transactions during mes't"Sessi‘o‘hs'; but if Kraft’s offers
were covered, it continued makmg Offefs until prices resumed their decline. At the price bottom
Kraft filled bids or made offers, often selling quite heavily. In the subsequent price upturn,
Kraft remained relatively inactive, except for periodic seliing, which seemed to havé, the purpose
and effect of moderating the momentum of the rising pn'ce trend (see Sectibn E this chepter).

There are a few seemingly notable exceptions to Kraft’s activity asa seliér—trdder, when

Kraft appeared to behave as a buyer-trader during several trading sessions. Duririg two of these

sessions, July 21, 1989 and April 16, 1992, Kraft kmade a single bid to buy on the Exehange.
Neither bid was :t‘illed.2 In addition, during four sessions m ,August-()eteeer 1990, Kraft beught
22 loads of blocks on the Exchange. These exceptions do not represent ’,bona fide buyet~ttader
actlvny, as explamed in Sectwn E of thls chapter, and in all other tradmg sesswns durmg 1988-
1993 Kraft acted asa seller-trader Thns we frequently refer to Kraft as an excluszve seller-
trader. , Gor ekl vt S

The kbka’rrelk tfadingiaetivity of Kraft and other leadihg traders is displayed in Appendix
Figures 5-1a to 5; le, with each graph showing one year’s ecﬁviiy. The bold line ,traces’ changes
in price, while the solid bars on the bold price line depict the opinion or settlement price at the

end of a trading day. Wider bars indicate that no trading activity occurred for two or more

2 We have omltted several acuons in this graph where a trader made an opening bid far
. H'below the closing opinion of the prior session. These bids were 1gnored by other traders
~ because the accepted procedure is for the opening bid or offer to be at the prior week’s
close. We have included one such opening bid made April 21, 1992, because the bid was

filled. This was considered an improper action. See Chapter 4, text at note 112.
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consecutive trading days. The shadow lines above and below the bold price line are included to
show the activity of individual leading traders. The leading seller-traders appear above the bold
line and,thcl;:ading buyer-traders below the bold line. The nature of each activity is idcntiﬁed
using the following letter codes:
_F: fill another trader’sbid tobuy

O: offertosell ‘

R: reduce price of previous offer

C: cover another trader’s offer

B: bid to buy

I: increase price of previous bid

Coller-Trader Activity in Barrels—Beginning in 1990, Borden and Alpine Lace frequently joined

Kraft in selling activity on the NCE, with Borden sellin g 'only barrels and Alpine Lace mainly
blocks.> However, their aéﬁvity differed from Kraft's in an important respect. Although these
traders and Kraft were often active during the same periods, Kraft usually took the lead. And
when buyer;tfaders began buying heavily, Borden and Alpine Lace typically became inactive,
leaving the heavy selling to Kraft. AS a consequenéé, Kraft made far more actuai sales than
| either Borden or Alpine Lace, who made 26 percent of all offers and reduced offers for barrels,
but only 5 percent of all sales. Kraft, on the other hand, made 48 percent of all offers and
reduced offers to sell barrels, but 83 pcrcent'bf all actual barrel sales during 1988-1993

(Appendix Table 5.1a).

3 Borden bought 28 loads during 1988 and none in 1989; during these years it sold only
two loads. During 1990-1993, Borden was predominantly a seller-trader, buying only
four loads, while selling 57 loads. During 1988 and 1989, Alpine Lace neither sold nor
bought on the NCE; thereafter it became predominantly a seller-trader, selling 130 loads
while buying only three loads. (Table 4.2). ' ; .
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| Although Daxrystate was an active barrel seller-trader at tlmes, making 17 percent of all
offers to sell, it made only 3 percent of all barrel sales. Also, Dairystate made more bids and
mcreased brds to buy than did the other leadmg seller-traders 114 (6 percent) versus 35 (2
percent) for Kraft, Borden and Alpine Lace combined. However, Dairystate made only 2
perCeut of all barrel purchases (Appendlx Table 5.1a). kkItappe‘a‘rs, therefore, that much of
Dairystate’s buying and selling :activity was #Ot made in expectation ‘6f consummated
tranSac,tiéas. This actiVVityksuggests that Dairystate at times ‘ha’d; an interest in inﬂueriCing prices,
whether actiag for others or m its own behalf, "n"‘otruerelyu inxbuy’ihgkor selling cheese on the
Exchange. 1 | |

&M&MLAQ&MMB&E&I&-%G leadmg buyer«rraders in barrels were Beatnce, Mld-Am
Schrelber Land o Lakes and AMPI some of whom d1d not trade actively in all years

Combmed these traders purchased 89 percent of all barrels traded on the Exchange durmg 1988-

1993 Each buyer—trader s total acnvrty in barrels, as measured by its share of total blds,

‘corresponded roughly wrth its share of total purchases (Appendix Table 5- 1a). This pattern

drffered substantlally from that of the seller—traders.

Ty'p’icaliy;;arcuhd price tops and price bottoms one or more buyer-traders made
substantial purchases by accepting Kraft’s offers to sell or by Kraft’s filling of their bids to buy
(Append1x Flgures 5.1ato 5. le) On the other hand, the leadmg buyer-traders initiated and

mamtamed upward price trends, an actxon often accomphshed with relatlvely few actual

*  We do not include Dairystate among the leading seller—traders because, as d1scussed
above, we cannot hypothesize the motive for its trading conduct.
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purchases, except when Kraft penodlcally ﬁlled bids with the apparent effect of moderatmg the
price rise.

Zmdgr_Acth’.mElaCb::Kraft also was the leading seller—trader in blocks, accountmg for 53
percent of all blgck sales i in 1989- 1993 Alpme Lace was the second largest at 17 percent, with
Dairystate, a broker, taking third place at 13 percent, Borden,ﬁ the §econd most active barrel |
trader, engaged in no block tradmg actlv1ty (Appenchx Table 5. lb)

One difficulty with mterpret:mg block trading patterns is that often such activity appears
to be aimed at’maintaining ";appropnate blockfbarrel pnce spreads. Indeed, even Kraft
evidently bought 22 loads of blocks for this purpose in 1990.° Often block prices merely
followed barrel prices without actual transactions.yTh]i‘s may also explain, in part, why far fewer
blocks than barrels are traded on the NCE. For example, only li’ carloads of blocks were traded
each ;yeax during 1988 and 1989, and in no year durin’g_1988—1993 did bldck sales reach 200
loads (Appendlx Table 4.2b). But whereas blocks account for Just below one-third of all NCE
sales, more blocks than ba.rrels are sold in the spot market off the NCE, as well as under contract
sales. Indeed, cheese processing plants, the destination of nearly all barrels, unhze only about
one-fourth of all cheese manufactured. The other three-fourths is marketed predominantly as
natural cheese and is cut and wrapped from 40- and 640-pound blocks.

Kraft began selling blocks dunng the hlStOI’lC price drop of February 2 1990 and
remained quite active thereafter, especially at price tops and bottoms, where Kraft filled b1ds and
made offers that were covered. Kraft also was quite active during price declines, especiallyk in

the early stages after a market had topped (Appendix Figures 5.2a-5.2¢).

5 See Section E, this chapter.
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* Alpine Lace and Dairystate combined made more offers to sell blocks than did Kraft, 51
percent versus 23 percent. But Kraft made more sales than they did, 53 percent versus 30
percent (Appendix Table 5.1b). Like the pattern we saw in barrel trading, when buyer-traders
began covering many offers, Alpine Lace and Dairystate let Kraft carry the burden of selling,
which it generally did ataloss.® Leading buycr—traders were active at price bottoxﬁs and around
price tops when Kraft was engaged in heavy selling. The buyers were especially active between
price bottoms and price tops, when they often bid up prices with very few takers.

* Thus, the paftéf’n of’blc‘i(:k trading generally paralleled that in barrels, although the
trading patterns Wefé less clear than in barrels, perhaps because some block trading apparently
occurred to maintain the proper block-barrel pﬁce spread.

 D. Trader Activity-Price Relationships

I: E ; . "E- El . ].

. The relationships between trading activity and NCE prices, displayed graphiéany in the
above figures, are summarized in the tables below. Table 5.2 summarizes the behavior of barrel
prices on days in which Kraft was active on the Exchange duﬁng 1988-1993 and on days in
which Kraft was not active but other traders (excluding Borden and Alpine Lace)’ were active.
Kraft activity is divided among those days in which it (a) made sales; (b) made purchases; (c)
made an offer to sell but the offer was not covered; and (d) made a bid to buy but the bid was

not filled.

S See Chapter 4, Table 4.3 and Chapter 6, Sections A-D.

7 The activity of Borden and Alpine Lace is excluded because they, like Kraft, were active
- seller-traders.
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Of the 135 trading sessions in which Kraft was active as a seller-trader on thc Exchange

during 1988-1993,,priccsincreased during only 5 percent,’ decreased 36 percent, and remained
| unchanged during 27 percent of the sessions. During the remaining 30 percent of the sessions,
Kraft's selling activity appears to have had the effect of moderating an upward price trend
(Table 5.2).°

During thc 82 days that Kraft was not active in barrel trading on the Exchange but others

were active (excluding Borden and Alpine Lace), barrel prices increased 63 percent of the days
and decreased only 6 percent of the days. In the remaining 30 percent of the days, prices were
unchanged. Few actual transactions occurred on days when other traders were active but Kraft,
Borden and Alpine Lace were not. Trades occurred during only 10 of the 82 days that Kraft,
Borden and Alpine Lace were inactive; these trades involved only 58 carloads (4 percent of total
barrel sales during 1988-1993). In contrast, in the 135 days Kraft was activc on the NCE it
made sales during 104 (77 percent) of the days, involving sales of 1249 cérloads (83 percent of

all barrel sales during 1988-1993). These facts reflect that when Kraft was not active in selling

8  This excludes the two days Kraft apparently made bids designed to signal competitors
that it approved an upward price trend. This activity is excluded because Kraft was not
acting as a bona fide buyer-trader. See Section E, this chapter.

®  See Chapter 6, text at notes 55-58. Prices frequently increased some on these days.
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barrels, other traders’ activity involved primarily bids and increased bids or offers and reduced

Ofkfker:s,l with very few consummated sales. During another 62 days no trader activity occurred.
The overall pattern of block trading acftivity parallels that of barrel trading (Table 5.3).

Indeed, during the days Kraft was active ih’biocks, prices decreased somewhat more frequently

(44 péﬂrcent)'“ than in barrels (36 percent).

As hypothesized above, leading traders may be divided into two groups: seller-traders
and buyer-traders. We therefore et tﬁé relationship between NCE prices and the trading
activity of leading seller-traders and buyer-traders during 1988-1993. The leading seller-trader
group consists of Kraft, Borden and Alpine Lace;'° and the leading buyer-trader group consists
of Beatrice, Mid-Am, Schreiber, Land O’ Lakes and AMPL Table 5.4 shows the behavior of
NCE pnces on days when these leadmg seller-traders and buycr-traders were active on the NCE
during 1988-1993

" There is a distinct difference in the activity-price relationships of the two groups.
Duﬁng the days the leadin g seller-traders were active on the Exchange, prices increased 8§
percé‘nt of the time, decreased 43 percent of the time, and remained unchanged 22 percent of the
time. Durmg the rcmaining 27 perceﬁt of the days seller-trader activity had the apparent effect
of moderating anupwa.rd price trend."! In contrast, during the days buyer-traders were active,

prices increased 45 percent of the time, decreased 30 percent of the time, and remained

10 Dalrystate a broker, is not included among thc leadmg sellcr~traders because unlike the
“other leading seller-traders, we cannot infer a motive for its conduct on the NCE See
third paragraph of this Chapter and Chapter 4, Section C. &

1 Prices often increased some during these trading sessions.




Public Report - V-18
unchanged 25 percent of the t,iknfn:.]‘,2 Thus, the activity of the:seller group is negatively related to
price changes, which is hardly surprising since it is dominated by Kraft’s activity as displayed in
Tables 5.2 and 5.3. On the other hand, the activity of the buyer group is somewhat more often
related to price increases than to price decreases (Table 5 4).

Leading buyer-traders were active during more days of trading than were the leading
seller-traders: 239 versus 183. During 164 of the total 313 trading days, members of both
groups were active, and during 55 days members of neither ‘grouvp were active. Thus, buyer-
traders were inactive for only 19 of the days in which seller-traders were active, wheréas seller-
traders were inactive for 75 of the days in which buyer-traders were active. This difference |
reflects the fact that while both seller-traders and buyer-traders were active during price bottoms
and price tops, seller-traders remained relatively inactive when buyer-traders were bidding up
prices. (Appendix Table 5.2 shows the activity patterns of the seller- and buycxj-trader groups
sepa.rately for barrels and blocks.) k

The activity-price relationships of individual leading seller- and buycr—tradgrs are shown
in Appendix Tables 5.3 and 5.4. The seller-trader group sold 1806 loads and bought 57 loads.
The 22 loads Kraft bought were apparently for the purpose of inﬂuencingtheprice spread

- between blocks and barrels, not to obtain needed chcese.‘é Alpine Lace bought only threc loads

during 1988-1993. Borden bought all but four of its 32 loads during 1988 (Table 4.2).

12 The comparisons are influenced by the addition of a separate category for seller-traders:
days when their activity appeared to have had the effect of stopping, slowing or reversing
an upward price trend. This activity also has a negative impact on price changes
although occurring during an upward trend in prices. There is no clear counterpart of
this category for buyer-traders. However, at times buyer activity appeared to slow price
declines. : : ‘

13 See Section E, this chapter.
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